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Michigan Unemployment
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Presentation Notes
Michigan unemployment benefits are paid from taxes paid by Michigan employers.  On a quarterly basis, employers are required to report and pay taxes on their payroll to the Unemployment Insurance Agency for state unemployment taxes (SUTA).  These taxes are then deposited in a Trust Fund.  As employees are separated from the business, qualifying employees then draw their unemployment benefits from this Trust Fund.



Federal Unemployment
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Presentation Notes
Most employers are also required to pay a federal unemployment tax (FUTA) on an annual basis to the Internal Revenue Service (IRS) through form 940, Employer’s Annual Federal Unemployment (FUTA) Tax Return.  These taxes are used to:

 Pay administrative costs of federal and state workforce agencies,
 Pay the federal share of Extended Benefits (under the Federal-State Extended Unemployment Compensation Act of 1970) during periods of high unemployment, and 
 Provide loans to states whose unemployment Trust Funds have become insolvent.



FUTA Tax
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Presentation Notes
While Michigan unemployment tax rates vary with the amount of unemployment claims charged against an employer, federal rates are a constant 6.2%.  Another key difference is that at the federal level you are responsible for the first $7,000 of payroll per employee while each state sets its own taxable wage base.  In Michigan, this taxable wage base is currently $9,000.



FUTA Tax Credit

6.2%

0.8%
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Presentation Notes
The federal unemployment tax rate of 6.2% is reduced to 0.8% for employers who pay their state unemployment taxes timely.  To qualify for the full 5.4% credit, state unemployment taxes must be paid in full by the due date of Form 940 which is January 31st.

If the state unemployment taxes are paid late, there is a 10% reduction in the amount of credit received.  



Tax Credit Reduction

CREDIT REDUCTION
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Presentation Notes
This 5.4% credit is reduced when the state has had outstanding federal loans for two consecutive years.  If you recall, one of the uses of the federal unemployment taxes is to provide loans to pay unemployment taxes to states who are in need.  Michigan has needed federal loans. 

The reduction of the FUTA tax credit is 0.3% for the first year, and an additional reduction for each year after that until the loans are paid off.  The FUTA credit reduction results in a net increase in FUTA taxes and applies to all Michigan contributing employers (except Indian Tribes, nonprofit organizations, and governmental entities).  



Effects of the Reduction

Normal Reduced
(2009)

Reduced
(2010)

FUTA rate 6.2% 6.2% 6.2%

Tax Credit - 5.4 - 5.4
- 0.3
=5.1

- 5.4
- 0.6
=4.8

After Credit 0.8% 1.1% 1.4%
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Presentation Notes
You may be wondering, what exactly does this all mean?

The FUTA tax rate is 6.2%.  When you receive the normal tax credit, your rate is then 0.8%.  

When this tax credit is reduced, the FUTA rate you have to pay is INCREASED.  The standard tax credit was 5.4%, but was reduced to 5.1% effective January 1, 2009 and was due on federal Form 940 due on January 31, 2010.  The tax credit in 2010 is reduced to 4.8%.





CONCLUSION

TaxSupport@michigan.gov
Phone:  313-456-2010 
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Additional information regarding the FUTA tax credit can be found on Fact Sheet 130 located at www.michigan.gov/uia under the Publications link.  If you have questions, please contact Tax Support at 313-456-2010 or via email at TaxSupport@michigan.gov.
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